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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
Randall J. Falkenberg, PMB 362, 8351 Roswell Road, Atlanta, Georgia 30350.

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU
EMPLOYED?

I am a utility rate and planning consultant holding the position of President and
Principal with the firm of RFI Consulting, Inc. (“RFI”). I am appearing in this
proceeding as a witness for the Industrial Customers of Northwest Utilities
(“ICNU”).

PLEASE BRIEFLY DESCRIBE THE NATURE OF THE CONSULTING
SERVICES PROVIDED BY RFI.

RFI provides consulting services in the electric utility industry. The firm provides
expertise in electric restructuring, system planning, load forecasting, financial
analysis, cost of service, revenue requirements, rate design, and fuel cost recovery
issues.

L. QUALIFICATIONS

PLEASE DESCRIBE YOUR EDUCATION AND PROFESSIONAL
EXPERIENCE.

Exhibit ICNU/101 describes my education and experience within the utility
industry. I have more than 25 years of experience in the industry. I have worked
for utilities, both as an employee and as a consultant, and as a consultant to major
corporations, state and federal governmental agencies, and public service
commissions. I have been directly involved in a large number of rate cases and
regulatory proceedings concerning the economics, rate treatment, and prudence of

nuclear and non-nuclear generating plants.
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During my employment with EBASCO Services in the late 1970s, 1 developed
probabilistic production cost and reliability models used in studies for 20 utilities.
I personally directed a number of marginal and avoided cost studies performed for
compliance with the Public Utility Regulatory Policies Act of 1978 (“PURPA™).
I also participated in a wide variety of consulting projects in the rate, planning,
and forecasting areas.

In 1982, I accepted the position of Senior Consultant with Energy
Management Associates (“EMA”). At EMA, I trained and consulted with
planners and financial analysts at several utilities using the PROMOD III and
PROSCREEN II planning models.

In 1984, I was a founder of J. Kennedy and Associates, Inc. (“Kennedy”).
At that firm, I was responsible for consulting engagements in the areas of
generation planning, reliability analysis, market price forecasting, stranded cost
evaluation, and the rate treatment of new capacity additions. I presented expert
testimony on these and other matters in more than 100 cases before the Federal
Energy Regulatory Commission (“FERC”) and state regulatory commissions and
courts in Arkansas, California, Connecticut, Florida, Georgia, Kentucky,
Louisiana, Maryland, Michigan, Minnesota, New Mexico, New York, North
Carolina, Ohio, Oregon, Pennsylvania, Texas, Utah, West Virginia, and
Wyoming. Included in Exhibit ICNU/101 is a list of my appearances.

In January 2000, I founded RFI Consulting, Inc. with a comparable

practice to the one I directed at Kennedy.
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HAVE YOU PREVIOUSLY APPEARED IN ANY PROCEEDINGS
BEFORE THE OREGON PUBLIC UTILITY COMMISSION?

Yes. I filed testimony in four Portland General Electric (“PGE” or the
“Company”) cases: UE 137 and UE 139 in 2002, UE 149 in 2003, and UE 161 in
2004. In those cases, I addressed PGE’s Resource Valuation Mechanism
(“RVM”) and PGE’s request for a power cost adjustment mechanism (“PCA”).
In addition, I filed testimony in three recent PacifiCorp rate proceedings in
Oregon (UE 111, UE 116, and UE 134). The issues I addressed in all three cases
were ultimately settled. In those cases, I addressed issues related to modeling of
net power costs and a PCA. 1 also filed testimony in UM 995, quantifying the
disallowances proposed by other ICNU witnesses and the costs of a hydro energy
deficit experienced by that company. Finally, I filed testimony regarding
PacifiCorp’s inter-jurisdictional allocation issues in UM 1050.

HAVE YOU APPEARED AS AN EXPERT IN OTHER PROCEEDINGS
INVOLVING FUEL OR POWER COST ISSUES?

Yes. I have been involved in a number of PacifiCorp proceedings in California,
Utah, Washington, and Wyoming, where I testified concerning power cost issues.
In Texas, I have also been involved in a number of power cost related cases.
Finally, I have appeared in a number of other cases where fuel or purchased
power costs were at issue. Exhibit ICNU/101 summarizes other cases in which I

have appeared.
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II. INTRODUCTION AND SUMMARY

WHAT IS THE PURPOSE OF THIS TESTIMONY?

ICNU has asked me to examine PGE's proposed Hydro Generation Adjustment

(“HGA”) tariff (Schedule 128) and the justification provided for this proposal. I

have identified a number of problems with PGE’s HGA proposal.

PLEASE SUMMARIZE YOUR TESTIMONY.

I have concluded as follows:

1.

PGE has failed to provide compelling and persuasive justification for the
HGA. The HGA proposal is little more than a rate increase request in
disguise, supported by PGE’s belief that its return on equity (“ROE”) is
too low. However, unlike a normal rate case, the Company offers no
projection of the customer impact, no cost justification, and no requested
ROE. The Commission should only consider the HGA in the context of a
full general rate case, where all appropriate issues can be considered.

Adoption of the HGA would amount to a fundamental shifting of risk
between PGE’s investors and ratepayers. It would undermine the concept
of rate finality and, as PGE admits, likely increase costs to ratepayers by
an unknown amount.

Examination of the facts underlying Exhibit PGE/302 presented by
Messrs. Niman and Tinker demonstrates that Oregon has never used a
mechanism similar to the one proposed here and has never adopted a
permanent comprehensive PCA for PGE. Past Commissions have tended
to approve such mechanisms only in times when energy costs were quite
volatile or other unusual or extreme circumstances prevailed. Further, the
mechanisms approved in the past have generally been intended as
temporary adjustments to deal with specific short-term problems.

PGE’s rate schedules are already burdened with a plethora of riders and
special adjustment tariffs. The Commission should seek to simplify
PGE’s rate structure, not complicate it further by approving the HGA.

The illustration of the impact of the HGA presented by Mr. Kuns (Exhibit
PGE/702) does not reflect the relationship between market prices and
hydro generation assumed in Exhibit PGE/301 (used as the basis for Ms.
Lesh’s testimony). I provide such an analysis.
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WHAT IS YOUR OVERALL RECOMMENDATION?

I recommend that the Commission reject PGE’s proposed HGA and any other
form of a PCA at this time. Should the Commission be convinced of the need for
an additional mechanism to reduce the variability in PGE’s earnings, I
recommend PGE enter into a “hedge” transaction with ratepayers that would
provide earnings stability for the Company, but provide ratepayers and
shareholders a fair opportunity to match payments and receipts over time. In
contrast, PGE’s HGA proposal places ratepayers in the position of accepting an
unbounded risk, with little real opportunity for a compensatory return in the
future. The Commission should not force ratepayers to assume risks other

counterparties are unwilling to accept.

Justification for the HGA

Q.

A.

HOW DOES MS. LESH DESCRIBE THE HGA?

Ms. Lesh describes the HGA as a “simple, on-going, symmetrically-designed,
automatic adjustment clause that tracks the costs associated only with the
difference between forecasted and actual hydro generation.” PGE/100, Lesh/3
(emphasis added).

IS THIS AN ACCURATE DESCRIPTION OF THE HGA PROPOSAL?

No. First of all, by Ms. Lesh’s own admission, the HGA is not symmetrically
designed because it is not likely to be revenue neutral. Ms. Lesh testifies that the
impact of hydro variations on Net Power Costs (“NPC”) is skewed because poor
hydro conditions tend to cause higher market prices, while good hydro conditions

have an effect of lowering market prices. PGE/100, Lesh/10. Assuming that this
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is an accurate assessment, then the probable cost to ratepayers of the HGA when
hydro deficits occur is likely to exceed the benefits that will occur when there is a
hydro surplus. In fact, in Exhibit PGE/301, PGE develops an analysis that
demonstrates the asymmetric nature of hydro cost variations, showing that in “bad
years” the costs could be $52-$93 million higher, while in good years costs would
be $28-41 million lower. PGE/100, Lesh/9 (corrected Dec. 21, 2004). Because
PGE proposes to recover additional costs (outside of the small deadband of $2.5
million), the impact on ratepayers is not symmetrical. Indeed, assuming PGE’s
premise that hydro deficits increase costs by more than hydro surpluses reduce
them, the HGA amounts to a request for a rate increase disguised as a “simple,
symmetrically-designed, automatic adjustment clause.” PGE/100, Lesh/3. When
all is said and done, the HGA proposal amounts to a single-issue rate case in
which PGE is seeking an increase in revenues.

THE COMPANY RELIES SUBSTANTIALLY ON THE ANALYSIS OF
HYDRO COST VARIATION DEVELOPED IN EXHIBIT PGE/301. ARE
THESE FIGURES BASED ON ANY EMPIRICAL ANALYSIS OR ARE
THEY MERELY ILLUSTRATIVE EXAMPLES?

Based on PGE’s response to ICNU data request (“DR”) No. 1.1, the figures
generated by PGE’s study of the impact of hydro cost variation (from Exhibit
PGE/301, referenced above) are merely illustrative, and are not based on any
actual data or any empirical analysis. While the concept that hydro deficits will
increase costs more than a hydro surplus will reduce them might be reasonable,
the figures presented by the Company are nothing more than an unsupported

example. Consequently, Ms. Lesh’s contention that the ROE impacts of these

variations are large in relation to PGE’s ROE, but small in comparison to
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customer’s average rates, depends entirely on an illustrative example rather than
real evidence. PGE/100, Lesh/9.

COMMENT ON MS. LESH’S STATEMENT THAT THE IMPACT OF
HYDRO VARIATIONS WOULD BE SMALL ON RATEPAYERS.

I find these comments disturbing. In essence, Ms. Lesh is arguing that ratepayers
have “deep pockets” compared to investors, and can therefore absorb hydro risks
without really noticing it. This should not be the basis upon which the
Commission decides such issues. Rather, the Commission should assign hydro
risks on the basis of conventional ratemaking practices. This would mean that
investors (who have the discretion to invest or not) should bear appropriate risks,
while ratepayers (who are captive customers) should not.

DOES THE HGA TRACK THE ACTUAL COST IMPACTS RESULTING
FROM HYDRO VARIATIONS?

No. It would be more accurate to say that it tracks hypothetical cost impacts, not
actual, because PGE proposes to price out any hydro surplus or deficit based on a
wholesale market price index. PGE provides no evidence to demonstrate that this
index provides an accurate measure of the actual cost of hydro variations.

PGE implicitly assumes that it will purchase all replacement power at
market index prices. In all likelihood, this will overstate the cost of hydro
variations because the Company has the option to run its gas-fired units when
hydro generation is below normal and gas prices are low (relative to market). PGE
provides no evidence supporting the assumption that it must make all purchases at

market.
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Further, PGE stated in its response to ICNU DR No. 1.14 that the
Company has no analysis to “determine whether we systematically purchase
power at prices above or below any published index.” ICNU/102, Falkenberg/1.
In effect, PGE does not know whether the use of an index price even provides an
accurate representation of the prices the Company actually pays for the power it
purchases. In the end, PGE has no evidence to demonstrate that this index
accurately represents the cost of hydro variations or that it even is representative
of the purchases it actually makes.

HAS PGE DEVELOPED AN ESTIMATE OF HOW MUCH THIS
PROPOSAL WILL COST OR SAVE RATEPAYERS?

No. Ms. Lesh testifies as follows:

We have no way of knowing if, over the remaining life of these
resources, “good” water years will balance with “bad” water
years. We have no idea what the price of extra or missing hydro
production will be. We have no idea what the distribution of
water years will be - whether the NW will experience five
“good” years in a row or five “bad” years in a row or any
number of other possibilities.

PGE/100, Lesh/14 (emphasis added).

PLEASE SUMMARIZE THE PGE HGA PROPOSAL BASED ON THIS
DISCUSSION.

PGE acknowledges that the HGA proposal will likely result in an increase in
customers’ rates over time, but it has “no idea” of the amount. The Company
proposes to pass on hypothetical cost increases to customers, but provides no

evidence to suggest these costs are related to the actual cost of hydro variability.
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HOW THEN DOES PGE JUSTIFY ITS ATTEMPT TO OBTAIN THIS
UNKNOWN RATE INCREASE TO PASS ON THESE HYPOTHETICAL
HYDRO COSTS?

Ms. Lesh argues that allowing the HGA will cost customers less than
compensating PGE’s investors for PGE’s risk related to hydro variability by
increasing the Company’s cost of capital. PGE/100, Lesh/14. Again, however,
PGE provides no real analysis (not even a hypothetical one) to “close the loop”
and demonstrate that the costs of this proposal to ratepayers will be outweighed
by the assumed benefit. Indeed, PGE stated in its response to ICNU DR No. 1.20
that Dr. Makholm has not performed any analysis to quantify these effects, and he
acknowledges that it would be very difficult to do so reliably and objectively.
ICNU/103, Falkenberg/l. Thus, PGE proposes to pass on hypothetical and
unknown costs to customers on the basis of obtaining an unknown benefit. PGE
merely asserts this is a good deal for customers, based only on its own self-
interested judgment.

IF THE HGA WERE ADOPTED, WOULD PGE COMPENSATE
RATEPAYERS BY FLOWING THROUGH THE LOWER COST OF
CAPITAL?

No. Dr. Makholm testifies that PGE’s ratepayers are not now compensating
investors for the hydro risks because members of the comparison group of
companies used to determine PGE’s ROE in its last general rate case do not face

comparable risks. PGE/500, Makholm/3-4. PGE appears to view the transfer of

its hydro risk to ratepayers as something that the Company is “due.”
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PLEASE COMMENT.

When PGE’s request is boiled down to its basic elements, the Company is
requesting a rate increase because it believes its ROE is not high enough. While
PGE’s proposal will not necessarily cause an increase in rates every single year,
ratepayers will pay more than under the status quo over time. Unlike a traditional
rate increase request, however, PGE proposes no definite ROE, no specific rate
increase, and provides no estimates of customer impacts. Nor does PGE propose
to look at any actual costs or its overall level of earnings as part of this “stealth”
rate increase.

IS THIS A REASONABLE PROPOSAL?

No. The proper forum for determination of overall rate levels is a general rate
case. If the Company believes its ROE is inadequate, it can file a general rate
case and attempt to prove its case. Because PGE is proposing far-reaching
changes to the regulatory status quo, the best forum for deciding this kind of issue
would be in the context of a full general rate case. Lacking that, I recommend
that Commission reject the HGA proposal at this time and not entertain future
requests unless coupled with a general rate proceeding.

MS. LESH TESTIFIES THAT THE “DURATION” OF HYDRO
RESOURCES IS KEY IN FRAMING THE ISSUES IN THIS DOCKET.
PGE/100, LESH/8. PLEASE COMMENT.

Ms. Lesh discusses the fact that in the future the hydro resources will cost more
and produce less output due to contract expirations, biological and environmental
constraints, and competing water uses. While this may be true, these problems

have little to do with the alleged need for the HGA. Ms. Lesh seems to confuse
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the long-term resource problem of diminishing hydro generation with the short-
term problem of unpredictable weather that causes variations in hydro output.l/
The former problem is something that PGE already may deal with in the RVM
process. In most cases, PGE will know in advance what the expected changes to
hydro resources will be due to contract expirations and other changing constraints.
It is only the latter problem (which is really a manifestation of weather) that
creates the circumstances for which the Company seeks relief here.

ARE THERE OTHER REASONS WHY A GENERAL RATE CASE
WOULD BE A MORE APPROPRIATE FORUM FOR DISCUSSION OF
THESE ISSUES?

Yes. There are two very good reasons why a rate case would be a more
appropriate forum. First, the Company has not provided any detailed modeling
studies and indeed lacks the modeling capabilities to assess the impact of hydro
variations on system costs. As noted previously, the modeling results presented in
Exhibit PGE/301 are little more than hypothetical examples. Thus, the
Commission is left with no basis to judge the true severity or significance of the
alleged hydro cost variations. Further, because of this lack of modeling studies,
the Commission lacks the results of simulation studies of the HGA that are
necessary to make informed decisions as to the best way in which to design such a
mechanism. Without simulation results, the proposed HGA is a “stealth” rate

increase of unknown magnitude. It clearly would be inequitable to implement a

rate increase without the formal protections of a full-blown rate proceeding.

In fact, a long-term decline in hydro generation would help PGE’s problem because it would mean
hydro was a smaller portion of its resource mix.
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Further, when realistic simulation results are provided, the Commission would be
in a much better position to design a revenue-neutral HGA, if it so desires.
Second, a general rate case provides for a much more level playing field.
General rate cases provide numerous issues, and parties have more bargaining
power. This means that settlements are more likely to result from a general rate
case than might be the case in a one-sided situation such as this, where the

Company is seeking to expand the scope of costs borne by ratepayers.

Risk Shifting and Rate Finality

Q.

A.

DO YOU AGREE WITH PGE THAT THE HGA WOULD TRANSFER
RISKS OF HYDRO VARIATION FROM INVESTORS TO CUSTOMERS?

Yes. However, the question of whether this is a risk appropriately assigned to
consumers or investors, or whether PGE’s investors already are adequately
compensated for these risks, is subject to debate. PGE contends that it will be less
costly for ratepayers to assume responsibility for these risks than to compensate
investors (in the form of a higher cost of capital) for them. PGE/100, Lesh/14.
However, this is merely an assertion, totally lacking in proof.

The concept of shifting risks from investors to customers seems curious to
me, as it flies in the face of conventional ratemaking assumptions. Hydro
variation is but one risk faced by investors and probably not the most significant
one. Of course, in this case there is no evidence as to the true magnitude of this

risk.
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CAN YOU PROVIDE SOME EXAMPLES OF OTHER RISKS FACED BY
INVESTORS?

Certainly. Financial and interest rate risks have always been assumed by
investors, and these can certainly be extreme. In October 1987, for example, the
stock market dropped by approximately 20% in one day. Likewise, interest rates
have gone well above the double-digit level over the past decades. While we are
now in what appears to be a period of relatively stable interest rates and financial
markets, this has not always been the case. While these risks are potentially
substantial, there is very little history of utilities seeking to shift these kinds of
risks from investors to ratepayers. However, under PGE’s logic, one might argue
that the impact on investors is large, while the impact on customers would be
small (i.e., ratepayers have deep pockets), so it would be preferable to transfer
those risks to ratepayers. I certainly disagree with such an argument, and I expect
the Commission would not take it seriously.

Besides financial risk, there are also other risks related to customers’ sales
and revenue, as well as costs of other kinds of fuels and the wholesale price of
electricity. In recent years, load forecast errors have been a major, if not far more
significant, cause of power cost variations for PGE. For example, in UE 137, the
Company produced an analysis showing that a 5% increase in load would cause a
6.7% increase in net power costs. Re PGE, OPUC Docket No. UE 137,
ICNU/102 (Aug. 16, 2002).

In UM 1039, the docket in which the Commission reviewed the prudence
of the costs recorded under PGE’s 15-month PCA approved in UE 115, the

Company acknowledged that overstatement of the load forecast was the leading
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component in the PCA balance. In fact, the Company indicated that the load
forecast error of 7.3% was responsible for more than $70 million of the
approximately $80 million PCA balance. Re PGE, OPUC Docket No. UM 1039,
PGE/200, Niman-Hager-Tooman/6; PGE/201, Niman-Hager-Tooman/7 (Jan. 30,
2004). Consequently, load forecast variation appears to be a much more
significant risk factor for PGE than hydro variation. However, the Company does
not propose to transfer this risk from investors to customers. Nor should it.
DOES THE ANNUAL UPDATE TO THE RVM ALREADY PROVIDE
THE COMPANY WITH SUBSTANTIAL PROTECTION FROM POWER
COST RISKS?

Yes. The RVM process already provides substantial protection from market
volatility and other factors that produce power cost variances. With the RVM,
PGE is allowed to re-estimate its variable power costs once per year and compute
the final power costs used in rates (updating the most significant items) as late as
November of each year. Under the RVM, the power cost estimate is prepared just
two months prior to the rate effective period, and none of the underlying data is
more than eight to ten months old.

In contrast, the situation would be much different without the RVM. Even
if PGE filed a general rate case every year, the power cost estimates reflected in
rates would be close to a year out of date by the time rates went into effect.
Without an annual rate filing, these costs would remain in effect until the next
general rate case was filed. Thus, the RVM provides the Company with a
substantial ability to track and respond to power cost changes over time. This is a

unique and beneficial set of circumstances that PGE did not enjoy prior to 2001,
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and that PacifiCorp does not currently enjoy. The RVM is really quite similar to a
PCA except that a tracking mechanism (true-up to actual) is not used. The HGA
would expand the RVM to now include a hydro tracking mechanism (although
not a true-up to actual cost as discussed above).
HAS THE RVM BEEN BENEFICIAL FOR CUSTOMERS?
I do not believe so. Up to this point, the total NPC collected in rates has increased
substantially due to the RVM. Thus, customers have already absorbed much of
the risk of increased power costs.
IS THERE A SOUND PHILOSOPHICAL REASON THAT REGULATORS
SHOULD OPPOSE THE USE OF AN ADDITIONAL TRACKING
MECHANISM?
Yes. Under the proposed HGA, the concept of rate finality is violated.
Customers may not know the full cost of their consumption for several years
afterwards. PGE itself admitted that this is a problem with tracking mechanisms
in its testimony in UE 113:

Philosophically, we dislike the idea of a true-up. Even with use of

variance sharing, the true-up weakens the utility’s incentives to

manage its business and it seriously detracts from the value

customers receive in knowing that the price they pay for electricity

used today is the actual price. Few people would be willing to buy

an airline ticket if, several weeks after the flight, the airline could

send another bill - or a refund check for that matter - based on the

final count of seats taken in the plane or some such set of actual

inputs. People generally like price certainty. Until our customers

have a choice of products, we would prefer not to require all to

choose an electricity product that does not include price finality as

a feature.

Re PGE, OPUC Docket No. UE 113, PGE/100, Pollock-Lesh/13 (Aug. 16, 2000)

(emphasis added).
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Price finality is quite important to large consumers who attempt to manage
their energy costs. Long-term production decisions must be made based on
known or expected power costs. If consumers do not know what power actually
is going to cost, their ability to make intelligent investments in energy savings
investments is compromised, resulting in higher costs to society. Increasing the
uncertainty in overall prices will ultimately increase the cost of inefficient
consumption. Adoption of the HGA would frustrate the customers’ goal of
minimizing energy costs and would reduce overall efficiency.

DO THE PRINCIPLES THAT TYPICALLY GUIDE THE COMMISSION
IN ESTABLISHING REVENUE REQUIREMENT CONTEMPLATE A
TRUE-UP OF COSTS TO ACTUAL RESULTS?

No. Under traditional ratemaking theory, rates are set based on normalized results
of operations, and rates are not trued-up to actual results. Staff described the
manner in which the Commission establishes revenue requirement for Oregon
utilities in a recent White Paper Regarding the Treatment of Income Taxes in
Utility Ratemaking prepared for the Oregon Legislative Assembly:

The Commission calculates the amount of revenues the utility

needs to collect in order to provide adequate service and earn a

reasonable return on its investments. That amount of revenues,

called the utility’s “revenue requirement,” is determined during a

rate case investigation in which the Commission estimates the

utility’s costs for a 12-month “test year.”  Costs include

reasonable, ongoing expenses such as employee compensation,

fuel costs, depreciation, and taxes. Costs also include a return on

rate base, the net book value (not the market value) of the assets or

investments used to provide utility service.

In determining a utility’s revenue requirement, the Commission

establishes rates that provide the company an opportunity—not a

guarantee—to recover its reasonable costs of providing utility

service and earn its authorized rate of return on investments. That
is, customers’ rates are based on estimates of what costs the utility
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will incur to provide service when the new rates are in effect. It is

virtually certain that actual revenues and costs will turn out to be

different than the levels estimated for setting the rates. However, it

is assumed that changing expenses and revenues will balance out

between rate cases. It may be several years before the utility or

another party files to reset rates to reflect new levels of revenues

and costs. With few exceptions, rates are not adjusted “after the

fact” to true up for the revenues and costs that actually occurred.”
“Treatment of Income Taxes In Utility Ratemaking,” A White Paper Prepared for
The Oregon Legislative Assembly by Public Utility Commission of Oregon Staff
at 5 (Feb. 2005) (internal footnotes omitted). Staff’s description of the process for
establishing revenue requirement demonstrates that rates are based on estimates of
costs and revenues, with the understanding that the actual costs and revenues will
differ from those estimates. Adopting a mechanism such as the HGA, which
effectively will true-up the estimates to the hypothetical cost impact determined

by PGE (outside of the minimal deadband), upsets the understanding upon which

revenue requirement is based.

Historical Application of Tracking Mechanisms

Q.

BASED ON EXHIBIT PGE/302, THE COMPANY CONTENDS THAT
POWER COST TRACKING MECHANISMS HAVE BEEN USED
FREQUENTLY IN THE PAST. PLEASE COMMENT.

Exhibit PGE/302 purports to show that over the period September 1974 to
December 2002, PCA mechanisms were in place 43% of the time. On this basis,
the Company contends that such tracking mechanisms are “not unusual.”

PGE/300, Niman-Hager/33. However, the information contained in Exhibit

PGE/302 does not present the full story, and PGE’s representations regarding

2/

Staff stated that one of the “few exceptions” is when deferred accounting is appropriate to “to match
appropriately the costs borne by and the benefits received by ratepayers” pursuant to
ORS § 757.259(2)(e).



11

12

13

14

15

16

17

18

19

20

21

22

23

24

ICNU/100
Falkenberg/18

prior tracking mechanisms are somewhat misleading. Indeed, review of the
various cost recovery mechanisms shown in Exhibit PGE/302 illustrates that the
Commission has generally adopted such mechanisms only in significant or
unusual circumstances and generally with the expectation they would be
temporary. Overall, the history of these adjustments shows that the Commission
has been reluctant to rely on cost recovery mechanisms as a permanent part of
PGE’s rate structure.
WHAT DOES A MORE COMPLETE REVIEW OF THE ORDERS CITED
IN EXHIBIT PGE/302 REVEAL ABOUT THE USE OF TRACKING
MECHANISMS IN THE PAST?
I believe it is useful to understand a more complete history of the various
mechanisms cited in Exhibit PGE/302. First, it should be noted that a
comprehensive “PCA,” as it is currently understood, has rarely been utilized in
the past. In this context, I am referring to a PCA that adjusts all types of power
costs and has a mechanism for true-up to actual. The only comprehensive PCA
mechanisms authorized by the Commission for PGE were the nine and fifteen
month PCAs in 2001 and 2002. Thus, over the past thirty years, comprehensive
PCAs were only in effect for two years. These PCAs were the result of the
Stipulation Concerning Power Costs in UE 115 and were not implemented over
the objections of Staff or intervenors.

Finally, review of the Commission orders shows that although the
Commission has allowed temporary surcharges designed to mitigate extreme
hydro deficits, the Commission has never approved of a permanent hydro tracking

mechanism as proposed in this case. This provides a compelling argument
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against implementation of the HGA because the Commission has a history of
allowing cost recovery between rate cases only when warranted by truly

extraordinary circumstances.

PLEASE RELATE THE CIRCUMSTANCES SURROUNDING THE 1974
EXCESS COST OF POWER PROVISION.

This was a surcharge that only applied if power costs exceeded a specific
threshold and was only in effect for five months before the Commission
terminated it.

On March 24, 1974, PGE filed a general rate case, including a provision
for automatic adjustments in billings in the event that average power costs
exceeded 5 mills per kWh. Re PGE, OPUC Docket No. UF 3091, Order No. 74-
657 at 1 (Sept. 3, 1974). The Commission concluded that an excess cost of power
provision would give PGE some guarantee that, “if it is forced to incur additional
costs, as a result of bad weather conditions and increased consumption, it can
recover same, and yet protect the ratepayer if these conditions do not materialize.”
Id. at 4. On September 3, 1974, PGE was thus allowed to assess a monthly 2 mill
per each kWh surcharge on all bills to recover any power costs in excess of 4.8
mills per kWh. Id. at 7. The Commission initially authorized this surcharge for
the period September 1, 1974, through February 28, 1975. 1d.

On December 31, 1974, in Order No. 75-005, the Commission found that
then-recent data showed “that there should be a reduction in the assessment to 1
mill per kWh on all billings made on or after January 6, 1975.” Re PGE, OPUC
Docket No. UF 3091, Order No. 75-005 (Dec. 31, 1974). On January 30, 1975, in

Order No. 75-089, the Commission “reviewed the need for the remaining 1 mill
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assessment in light of the mild winter weather to date and continued
conservation” and terminated the temporary surcharge effective February 4, 1975.
Re PGE, OPUC Docket No. UF 3091, Order No. 75-089 (Jan. 30, 1975).
PLEASE PROVIDE DETAILS CONCERNING THE 1977 SURCHARGE.
This again was a temporary, emergency measure apparently designed to address
drought conditions. It was only in effect from September 1977 to November
1977.

On July 7, 1977, the Commission found that PGE would require additional
special revenues to recoup power costs if drought conditions continued or
worsened and authorized PGE to file a power cost surcharge to be applied by PGE
only after September 1, 1977. Re PGE, OPUC Docket No. UF 3339, Order No.
77-456 at 8-9 (July 7, 1977). Pursuant to that Order, PGE filed for authorization
to apply a surcharge of 2.2 mills per kWh to begin on September 1, 1977. On
August 19, 1977, the Commission authorized PGE to implement the surcharge to
recoup excess power costs incurred as a result of adverse hydro conditions during
the period of September 1, 1977, to June 30, 1978, but to remain in effect only as
required by adverse hydro conditions. Re PGE, OPUC Docket No. UF 3339,
Order No. 77-559 at 1-2 (Aug. 19, 1977). On November 30, 1977, the
Commission suspended the surcharge because it had generated revenues above
the excess costs and hydro conditions had shown improvement. Re PGE, OPUC

Docket No. UF 3339, Order No. 77-813 (Nov. 30, 1977).
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PLEASE PROVIDE A SUMMARY OF THE 1979-1987 PCA

This tracking mechanism was not intended as a tool for recovery of hydro
variations, but rather was intended for recovery of extraordinary power costs,
primarily due to increased prices for gas and oil resulting from the Iranian crisis
of 1979. It was not a comprehensive PCA and it did not allow recovery of
changes in nuclear or coal fuels. Further, it excluded increases for additional
generation or purchased power beyond amounts specified in the preceding general
rate order. In addition, there was a limit on the level of the adjustment (0.4 cents
per kWh) and only 80% of excess power costs were recovered. Ultimately, the
Commission terminated the PCA because it was no longer needed and to prevent
potential abuse by PGE.

On June 1, 1979, PGE requested a PCA as part of its general rate case
filing to allow the Company to recover from ratepayers 80% of extraordinary
power costs associated with hydro variability, fuel costs, thermal plant efficiency,
and cost of purchased power. Re PGE, OPUC Docket No. UF 3518, Order No.
79-830 at 1 (Nov. 15, 1979). Commissioner John Lobdell approved the PCA,
apparently on the basis that it would track the increased gas and oil costs during
this period; however, the actual scope of the PCA as implemented by PGE is
somewhat uncertain. The order in which the PCA was initially approved is
unclear in describing the scope of the mechanism, and it appears to allow for
recovery of increases in the price of purchased power, but not changes in volume:

Price increases for fuel used at the Beaver, Harborton, Summit,

and Bethel facilities and for purchased power in excess of that
adopted in the last general rate order are covered. Increases for
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additional generation or purchased power beyond amounts
specified in the last general rate order are excluded.

Id. at 4-5. Nevertheless, in a subsequent order in which the PCA was
reauthorized, Commissioner Lobdell stated that the PCA covered “only the effect
of increased prices of oil and gas used to generate electricity” and noted that the
price of oil and gas had doubled in one year at the time of PGE’s initial request.
Re PGE, OPUC Docket No. UF 3518, Order No. 80-021 at 4 (Jan. 14, 1980).

DID THE 1979 ORDER PLACE LIMITS ON THE LEVEL OF THE PCA
AND THE AMOUNT OF COSTS RECOVERED?

Yes. The Commission only allowed recovery of 80% of excess power costs and
limited the PCA adjustment rate to 0.4 cents per kWh.
WHAT HAPPENED NEXT?
On January 14, 1980, the Commission renewed authorization of the PCA in its
general rate case order, but noted that unless the oil and natural gas prices
increased dramatically, the unanticipated power costs should be fully recovered
within six months and the PCA should be reduced to zero. Id. at 5. Further, the
Commission ordered that in the event that oil or natural gas prices declined below
the base rates established in the general rate order, 80% of the benefit would flow
to PGE’s customers. Id.

Following reauthorization of the PCA in 1980, the PCA was in effect for
seven years. On September 30, 1987, the Commission found that the PCA should
be eliminated because it was no longer needed. Re PGE, OPUC Docket Nos. UE

47, UE 48, Order No. 87-1017 at 33 (Sept. 30, 1987). The Commission noted that
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PGE could absorb the anticipated increases in power costs and discussed at length
its rationale for terminating the PCA:

The Commission finds that the power-cost adjustment should be
eliminated. The original need for the power-cost adjustment,
volatility of power costs, no longer exists to the same degree as
existed in 1979. PGE can absorb the anticipated increases in
power costs. If it faces large unanticipated increases in costs or a
reduction in sales for resale, it can request a rate increase. If PGE
can lower its power costs or increase its sales for resale, it can keep
the additional net income until the next rate adjustment.

Furthermore, none of the other electric utilities regulated by the
PUC have power-cost adjustment clauses.  PGE's system
characteristics are not so unique that a power-cost adjustment
clause is necessary.
Finally, elimination of the PCA will limit opportunities for abuse
of the rate process. In Oregon, power cost adjustment changes
have never been reviewed in public hearings. PGE could
manipulate its earnings by failing to recognize its sales for resale in
a particular PCA revision. The lack of public review creates an
opportunity for mischief which cannot be tolerated.
Id. at 33-34.
WHAT WERE THE CIRCUMSTANCES SURROUNDING THE
MECHANISM IN PLACE DURING THE 1991-1994 PERIOD SHOWN ON
EXHIBIT PGE/302?
Again, this was not a comprehensive PCA, nor was it a mechanism related to
hydro deficits. This was a series of deferred accounts related to outages and the
eventual shutdown of PGE’s Trojan nuclear generating facility. A review of the
Commission’s orders regarding the Trojan deferrals reveals that the Commission
authorized PGE to defer between 50% and 90% of its excess replacement power
costs associated with the Trojan outage starting in 1991 and the eventual

shutdown of the plant in 1994. Re PGE, OPUC Docket Nos. UE 81, UE 82, UM

445, UE 47, Order No. 97-1781 at 4 (Dec. 20, 1991); Re PGE, OPUC Docket No.
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UM 529, Order No. 93-309 at 1 (Mar. 11, 1993); Re PGE, OPUC Docket Nos.
UM 571, UM 594, Order No. 93-1493 at 2 (Oct. 15, 1993). Again, it appears that
the Trojan outages and closure were essentially viewed as an “extreme
circumstance.” In authorizing the deferred account related to the first Trojan
outage, the Commission specifically found that “Trojan provide[d] 24 percent of
PGE’s power, a higher percentage than any other single resource for an Oregon
electric utility[,]” and concluded that ratepayers should bear some of the cost.
OPUC Docket Nos. UE 81, UE 82, UM 445, UE 47, Order No. 97-1781 at 3.

Furthermore, in the course of deciding on this issue, the Commission
specifically rejected a PGE request to recover its excess replacement power costs
related to the Trojan outages through a more traditional PCA rather than a
deferred account. The Commission concluded that allowing PGE to defer a
certain percentage of its excess replacement power costs was more appropriate
than implementing a PCA-like mechanism to track PGE’s costs and implement
periodic rate changes. Id. Rather than providing support for the use of PCAs, the
Commission’s orders regarding the Trojan deferrals actually demonstrate that the
Commission is reluctant to adopt such mechanisms.

WHAT WERE THE CIRCUMSTANCES SURROUNDING THE 2001 AND
2002 PCAs?

These were the only comprehensive PCA type mechanisms in place for PGE and
both were the result of a settlement agreement. The primary reason for allowing
these PCAs was to afford PGE relief from the Western power crisis.

On December 28, 2000, Commission Staff filed an application for deferral

of a portion of PGE’s excess net variable power costs from January 1, 2001,
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through September 30, 2001. On January 11, 2001, PGE filed a similar
application to defer all changes in its net variable power costs from January 11,
2001, through December 31, 2001. Following a series of settlement conferences,
PGE, Staff, the Citizens’ Utility Board (“CUB”), Fred Meyer Stores, and ICNU
reached an agreement allowing PGE to defer 100% of all changes in PGE’s net
variable power costs incurred as a result of the volatile wholesale market from
January 1, 2001, through September 30, 2001. Re PGE, OPUC Docket Nos. UM
1008, UM 1009, Order No. 01-231 (Mar. 14, 2001). All parties also agreed to
recommend the Commission allow only a specified portion of the deferral, in
accordance with a stipulated deadband, to be recovered or refunded in future
customer rates. If the deferred amount was $35 million above or below the
Baseline Net Variable Power Costs (the “Baseline’’), PGE would not amortize any
amount. If the variance from the Baseline was between $35 million and $56
million, 50% of the variance would be shared between customers and the
Company. If the variance from the Baseline exceeded $56 million, the customers
would be charged, or credited, 90% of the costs. On January 24, 2002, PGE filed
an application to implement tariff schedules to allow PGE to amortize
approximately $90 million, offset by certain customer credits, as approved in
Order No. 01-231. The Commission approved PGE’s application for amortization
on March 28, 2002. Re PGE, OPUC Docket No. UE 136, Order No. 02-215
(Mar. 28, 2002).

On July 27, 2001, PGE, Staff, ICNU, CUB, and Fred Meyer filed the

Stipulation Concerning Power Costs in Docket No. UE 115, resolving all power
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cost issues, including establishing a PCA by which PGE could account for
variations between expected power costs included in base rates and actual power
costs incurred between October 2001 and December 2002. The stipulation was
adopted by the Commission on August 31, 2001. Re PGE, OPUC Docket No. UE
115, Order No. 01-777 (Aug. 31, 2001). The PCA was only approved to be
effective for a period of 15 months and terminated on December 31, 2002.
GIVEN THIS MORE DETAILED BACKGROUND INFORMATION,
PLEASE SUMMARIZE YOUR CONCLUSIONS REGARDING PGE’S
CHARACTERIZATION OF OPUC PRECEDENT REGARDING PCA:s.

I believe that PGE has failed to accurately portray all of the facts and
circumstances concerning these items. First, it is apparent that the Commission
has never adopted a permanent hydro tracking mechanism such as the HGA, and
it has only allowed a PCA to be in effect for a brief period of time during the 30
year period. Also, the Commission has authorized deferred accounting or
surcharges when warranted by extraordinary conditions rather than approving
ongoing PCA-type mechanisms to track normal cost variations. In addition, the
Commission has often allowed only a portion of these excess costs to be
recovered. Finally, there is ample evidence to demonstrate that the regulatory
process has allowed PGE to recover some extraordinary costs in extreme
circumstances. Thus, PGE’s complaint that it could suffer severe impacts due to
poor hydro conditions is unfounded because the Commission has acted in the past
to address serious problems when they occurred. Ultimately, it is incorrect and

misleading to assert that a PCA or other type of power cost tracking mechanism
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has been an ordinary and usual feature of PGE’s regulatory history. Rather, such

mechanisms have largely been limited to specific items in extreme circumstances.

Transparency

Q.

A.

MS. LESH CONTENDS THAT “TRANSPARENCY” IS ONE OF THE
ADVANTAGES OF THE HGA PROPOSAL. DO YOU AGREE?

Ms. Lesh suggests that the HGA mechanism is not complex, and thus fosters the
goal of “transparency” or administrative ease. However, PGE’s rates are already
too complex, with too many riders and adjustment clauses, even without the
HGA. The HGA is a step in the “wrong direction” because it would further
complicate an already complicated rate structure. Based on PGE’s January 1,
2005 price summary sheet (obtained from the PGE website), the Company’s rate
schedules already contain the following adjustment clauses or other special riders:

Schedule 101 Energy Efficiency Adjustment

Schedule 102 BPA Subscription Power Credit

Schedule 105 Regulatory Adjustments

Schedule 107 DSM Investment Financing Adjustment

Schedule 108 Public Purpose Charge

Schedule 114 FAS 109 Adjustment (FAS Statement 109 Taxes)

Schedule 115 Low-Income Assistance

Schedule 125 Resource Valuation Mechanism

Schedule 126 Power Cost Adjustment (Deferral Recovery)

Schedule 129 Five Year Transition Cost Adjustment

Schedule 130 Shopping Incentive Adjustment Part

I am most familiar with the RVM (Schedule 125). Schedule 125 actually

has multiple parts and is extremely complex. In UE 161, the Company informed
ICNU that revising the rates computed under Schedule 125 was quite time
consuming and would take the Company a week or more to complete. Certainly,

some of the other items listed above are also quite complex. This rate schedule

complexity makes it quite difficult for consumers to understand their rates and
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more difficult for the Commission to regulate them. This is another reason why
the Commission should not further complicate PGE’s rate schedules by adopting
the HGA. Indeed, a better procedure would be to eliminate as many of the above
Schedules as possible in the next rate case. This provides yet one more reason
why the HGA should not be considered outside of the context of a new general

rate case.

Estimated Impact of the HGA

Q.

A.

DO YOU HAVE ANY COMMENTS ON EXHIBIT PGE/702, PRESENTED
IN MR. KUNS’ TESTIMONY?

Yes. In this analysis, Mr. Kuns purports to present a “back-cast” of the HGA
tariff had it been implemented in 1990. While the Company presents no true
impact analysis of the HGA, this analysis is intended to illustrate how it would
have worked over the recent fourteen-year period.

Mr. Kuns’ example appears to show that ratepayers would have benefited
from the HGA, receiving substantial credits over the period, and that power costs
would have been $45 million less than without a HGA.

However, Mr. Kuns’ example is misleading, in that it assumes there is no
relationship between the average market price for energy and hydro energy
available to PGE. This is rather ironic considering that PGE justifies its request
on the basis of the asymmetric impact of hydro availability on cost (i.e., the
assumption that poor hydro conditions tend to increase costs and prices more than
good hydro conditions reduce costs and prices). If the Commission is swayed by

PGE’s examples of the relationship between hydro generation and power costs
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shown in Exhibit PGE/301, then it should not accept Exhibit PGE/702 as a fair
representation of the impact of the HGA.

HAVE YOU RECOMPUTED EXHIBIT PGE/702 USING THE
ASSUMPTIONS FROM EXHIBIT PGE/301?

Yes. Exhibit ICNU/104 shows the results of this analysis assuming the “strong”
relationship between market prices and hydro energy described by PGE. On the
basis of these assumptions, ratepayers would have incurred substantially higher
costs for power ($143 million) than if no HGA had been implemented. Overall,
the HGA results in a cost increase (and ultimately corresponding rate increases) of
$10 million per year. This illustrates that the PGE proposal is not revenue neutral
and that the HGA is most certainly not “symmetrically designed.”

HAVE YOU PERFORMED A LONGER-TERM BACK-CAST?

Yes. This is shown on Exhibit ICNU/105. Over the period 1929 to 2003, under
the “strong” market price assumptions, ratepayers would on average incur

approximately $9 million more per year due to the HGA.

Alternatives to the HGA

Q.

ASSUMING THE COMMISSION WISHES TO IMPLEMENT SOME
SORT OF HYDRO MECHANISM IN THIS CASE, RATHER THAN
WAITING FOR A NEW GENERAL RATE CASE, WHAT DO YOU
RECOMMEND?

In that case, I would recommend implementation of a “hydro hedge” tariff to
simulate a hypothetical hedge agreement between PGE and ratepayers. The
concept is that ratepayers would be the counterparty to a hedge (much like Aquila

was for PacifiCorp in their hedge arrangement).
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Under this proposal, ratepayers would compensate PGE for a specific
dollar amount in the event of poor hydro conditions. The hedge would only be
implemented if hydro conditions substantially departed from normal or average
conditions. For example, if hydro conditions were in the 10th percentile (i.e. 90%
of all expected hydro conditions would be better) ratepayers would pay the
Company (via the tariff) an amount equal to the expected cost of replacement
energy based on market price forecasts used in RVM. Likewise, when hydro
conditions were in the 90th percentile (i.e. more water than 90% of all prior
years), ratepayers would be paid via a credit in the tariff.

Payment and credit charges might not be equal. For the tariff to be
revenue neutral, it may have to have an unbalanced schedule of payments and
credit. The hedge would not necessarily be “symmetric” in the sense that it would
pay ratepayers the same amount as PGE is paid, or that the thresholds would be
equal.

One serious problem with properly designing such a hedge is that it is
necessary to have a good approximation of the relationship between hydro
generation and market prices. Without such information, it would be very
difficult to design a truly revenue-neutral hedge. Thus, the lack of appropriate
modeling seriously handicaps this approach at the present time.

IS IT POSSIBLE TO DEVELOP EXAMPLE HEDGES BASED ON PGE’S
EXHIBITS PGE/702 AND PGE/301?

Yes, however, I again caution the Commission to recognize that there is no

empirical data to support the figures used in Exhibit PGE/301.
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Assuming that market prices stay flat at the $40.97/MWh used in Mr.
Kuns’ Exhibit PGE/702, it would not be difficult to design a revenue neutral
hedge. For example, payments and credits would be approximately equal if the
payment and credit thresholds were set at the 12th and 89th percentiles
respectively. See ICNU/106, Falkenberg/1-2.

However, assuming that the “strong” market price/hydro generation
relationship prevailed, it would be quite difficult to make the hedge revenue
neutral. For example, if the payment threshold were set at the 12th percentile,
then PGE would expect to collect (over seventy five years, the period of time of
the hydro data) $8.02 million. Even if credits started in the 48th percentile,y
ratepayers would only expect to receive credits totaling $6.50 million.

It would be possible to solve this problem by requiring PGE to pay a
premium of approximately $1.52 million every year to ratepayers ($8.02 million -
$6.50 million).

IS A PREMIUM OF THIS SORT A REASONABLE FEATURE OF THIS
HYPOTHETICAL “HYDRO HEDGE” TARIFF?

Certainly. Even if a premium were not needed to assure revenue neutrality, PGE
should normally expect to pay a counterparty to enter into a hedge. For example,
PacifiCorp paid Aquila $1.75 million per year as a premium to enter into a hydro
hedge. 1 see no reason why ratepayers should assume the risks of a hedge

arrangement, but not be afforded a fair premium for doing so.

This is the point at which the hydro conditions start to exceed the 75 year average.
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PGE INDICATED IN ITS RESPONSE TO ICNU DR NO. 1.16 THAT IT
ONLY WOULD CONSIDER HEDGES THAT WERE TIED TO ACTUAL
MARKET PRICES. ICNU/107, FALKENBERG/1. WOULD THE ICNU
ALTERNATIVE USE ACTUAL MARKET PRICES OR A FORECAST?

It would be impossible to assure revenue neutrality if actual market prices were
used. In addition, use of actual market price would make a hydro hedge a “blank
check” for either the Company or ratepayers. I am fearful that if ratepayers were
due a very large credit, PGE might file to do away with the tariff using some
variant of Ms. Lesh’s “deep pockets” argument. It is worth noting that according
to PGE’s response to ICNU DR No. 1.15, PGE was apparently unable to arrange
a hydro hedge with counterparties due to its insistence that actual market prices be
used to compute the payments or credit. ICNU/108, Falkenberg/1-2. Apparently,

rational counterparties were unwilling to assume unbounded risks. Ratepayers

should not be required to do so either.

Retroactive Application of the HGA or an Alternative Mechanism

Q.

A.

ARE YOU FAMILIAR WITH PGE’S APPLICATION FOR DEFERRED
ACCOUNTING RELATED TO THE HGA?

Yes. On December 30, 2004, PGE filed an Application for Deferral of Costs and
Benefits due to Hydro Generation Variance in Docket No. UM 1187. In this
Application, PGE stated that it was making “this request to preserve the positive
or negative variance in the Deferral Period for treatment either under Schedule
128, or in some other manner as decided by the Commission in this docket or
docket UE 165.” Re PGE, OPUC Docket No. UM 1187, Application for Deferral
of Costs and Benefits due to Hydro Generation Variance at 1 (Dec. 30, 2004). On

January 21, 2005, PGE filed an amendment to its Application stating that the



10

11

12

13

14

15

16

17

18

19

20

21

22

23

ICNU/100
Falkenberg/33

Company was “requesting that the Commission approve th[e] Application
irrespective of the ultimate outcome in UE 165.” Re PGE, OPUC Docket No.
UM 1187, Amendment to Application for Deferral of Costs and Benefits due to
Hydro Generation Variance at 1 (Jan. 21, 2005).

WHAT IS YOUR RECOMMENDATION WITH RESPECT TO PGE’S
APPLICATION FOR DEFERRED ACCOUNTING AS IT RELATES TO
THE HGA AT ISSUE IN THIS DOCKET?

PGE filed its deferred accounting Application in UM 1187 in part to gain
approval of the HGA “retroactively” back to the date of the Application.
According to PGE, “[i]f Schedule 128 is approved, then amounts deferred under
this Application will simply become part of the hydro generation balancing
account under the terms of Schedule 128.” Id.

I recommend that the Commission deny the HGA altogether for all of the
reasons described in this testimony. However, even if the Commission approves
the HGA or some alternative mechanism in this Docket, I recommend that the
Commission deny PGE’s request to apply that mechanism retroactively. Granting
retroactive approval of the HGA would constitute poor public policy by charging
customers for costs incurred prior to approval of the tariff. This would deviate
from the prospective basis on which the Commission typically approves utility
rates. PGE has not justified retroactive application of the HGA or any other
mechanism.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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QUALIFICATIONS OF RANDALL J. FALKENBERG, PRESIDENT

EDUCATIONAL BACKGROUND

| received my Bachelor of Science degree with Honors in Physics and a minor in mathematics from Indiana
University. | recelved aMaster of Science degreein Physicsfrom the University of Minnesota. My thesisresearch
wasin nuclear theory. At Minnesotal aso did graduate work in engineering economics and econometrics. | have
completed advanced study in power system reliability analysis.

PROFESSIONAL EXPERIENCE

After graduating from the University of Minnesota in 1977, | was employed by Minnesota Power as a Rate
Engineer. | designed and coordinated the Company'sfirst load research program. | aso performed load studies
used in cost-of -service studies and assisted in rate design activities.

In 1978, | accepted the position of Research Anayst in the Marketing and Rates department of Puget Sound
Power and Light Company. In that position, | prepared the two-year sales and revenue forecasts used in the
Company's budgeting activities and developed methods to perform both near- and long-term load forecasting
studies.

In 1979, | accepted the position of Consultant in the Utility Rate Department of Ebasco Service Inc. In 1980, |
was promoted to Senior Consultant in the Energy Management Services Department. At Ebasco | performed and
assisted in numerous studiesin the areas of cost of service, load research, and utility planning. In particular, | was
involved in studies concerning analysis of excess capacity, evaluation of the planning activities of amajor utility
on behaf of its public service commission, development of a methodology for computing avoided costs and
cogeneration rates, long-term electricity price forecasts, and cost allocation studies.

At Ebasco, | specialized in the development of computer models used to smulate utility production costs, system
reliability, and load patterns. | wasthe principal author of production costing software used by eighteen utility
clients and public service commissions for evaluation of marginal costs, avoided costs and production costing
analysis. | assisted over adozen utilities in the performance of margina and avoided cost studiesrelated to the
PURPA of 1978. In this capacity, | worked with utility planners and rate specialistsin quantifying the rate and
cost impact of generation expansion aternatives. This activity included estimating carrying costs, O& M
expenses, and capital cost estimates for future generation.

In 1982 | accepted the position of Senior Consultant with Energy Management Associates, Inc. and was promoted
to Lead Consultant in June 1983. At EMA | trained and consulted with planners and financid anaysts at severa

RFI CONSULTING, INC.
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utilities in gpplications of the PROMOD and PROSCREEN planning models. | assisted plannersin applications
of these models to the preparation of studies evaluating the revenue requirements and financial impact of
generation expansion alternatives, alternate load growth patterns and alternate regulatory treatments of new
basdload generation. | dso assisted in EMA's educational seminars where utility personnd were trained in aspects
of production cost modeling and other modern techniques of generation planning.

| became a Principal in Kennedy and Associates in 1984. Since then | have performed numerous economic
studies and analyses of the expansion plans of several utilities. | have testified on severa occasions regarding
plant cancellation, power system reliability, phase-in of new generating plants, and the proper rate treatment of
new generating capacity. In addition, | have been involved in many projects over the past severa years
concerning the modeling of market pricesin various regiona power markets.

In January 2000, | founded RFI Consulting, Inc. whose practice is comparable to that of my former firm, J.
Kennedy and Associates, Inc.

The testimony that | present is based on widdy accepted industry standard techniques and methodologies, and
unless otherwise noted relies upon information obtained in discovery or other publicly available information
sources of the type frequently cited and relied upon by electric utility industry experts. All of the analyses that
| perform are consistent with my education, training and experience in the utility industry. Should the source of
any information presented in my testimony be unclear to the reader, it will be provided it upon request by calling
meat 770-379-0505.

PAPERS AND PRESENTATIONS
Mid-America Regulatory Commissioners Conference - June 1984: "Nuclear Plant Rate
Shock - Is Phase-In the Answer"

Electric Consumers Resour ce Council - Annua Seminar, September 1986: "Rate Shock,
Excess Capacity and Phase-in"

The Metallurgical Society - Annua Convention, February 1987: "The Impact of Electric
Pricing Trends on the Aluminum Industry”

Public Utilities Fortnightly - "Future Electricity Supply Adegquacy: The Sky IsNot Falling”
What Others Think, January 5, 1989 Issue

Public Utilities Fortnightly - "Pool Co and Market Dominance’, December 1995 Issue

RFI CONSULTING, INC.



ICNU/101
Falkenberg/3

QUALIFICATIONS OF RANDALL J. FALKENBERG, PRESIDENT

APPEARANCES

3/84 8924 KY

5/84 830470- FL

EI
10/84 89-07-R CT
11/84 R-842651PA

2/85 1-840381PA
cancellation of

3/85 Case No.KY
fossil 9243

3/85 R-842632PA
storage

3/85 3498-U GA

5/85 84-768- wv
E-42T

7/85 E-7, NC
SuB 391

7/85 9299 KY

8/85 84-249-UAR

1/86 85-09-12CT

1/86 R-850152 PA

2/86 R-850220PA

5/86 86-081- wv

E-GI

5/86 3554-uU GA

Airco Carbide

Florida Industrial
Power Users Group

Connecticut Ind.
Energy Consumers

Lehigh valley

Phila. Area Ind.
Energy Users' Group

Kentucky Industrial
utility Consumers

west Penn
Power Industrial
Intervenors

Georgia Public
Service Commission
Staff

west virginia
Multiple
Intervenors

carolina Industrial
Group for Fair
utility Rates

Kentucky
Industrial utility
consumers

Arkansas Electric
Energy cConsumers

Connecticut Ind.
Energy cConsumers

Philadelphia Area
Industrial Energy
Users' Group

west Penn Power

Industrial

Intervenors

west virginia Energy

Users' Group

Attorney General &

Louisville
Gas & Electric

Fla. Power Corp.

Connecticut
Light & Power

Pennsylvania
Power Committee
Electric Co.

Louisville Gas
& Electric Co.

wWest Penn Power
Co.

Georgia Power Co.

Monongahela Power
Co.

Duke Power Co.

Union Light, Heat
& Power Co.

Arkansas Power &
Light Co.
Connecticut Light

& Power Co.

PhiTladelphia
Electric Co.

wWest Penn Power

Monongahela Power
Co.

Georgia Power Co.

CWIP 1in rate base.

Phase-in of coal unit, fuel
savings basis, cost
allocation.

Excess capacity.
Phase-in of nuclear unit.
Power & Light Co.

PhiTladelphia Economics of
nuclear generating units.

Economics of
generating units.

cancelling

Economics of pumped
generating units, optimal
res. margin, excess capacity.

Nuclear unit cancellation,
Toad and energy forecasting,
generation economics.

Economics - pumped storage
generating units, reserve
margin, excess capacity.
Nuclear economics, fuel cost
projections.

Interruptible rate design.

Prudence review.

Excess capacity, financial
impact of phase-in nuclear
plant.

Phase-in and economics of
nuclear plant.

optimal reserve margins,
prudence, off-system sales
guarantee plan.

Generation planning study ,
economics prudence of a pumped
storage hydroelectric unit.

cancellation of nuclear
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Date Case Jurisdict. Party Utility Subject
Georgia Public plant.

Service Commission
staff

9/86 29327/28 NY occidental cChemical Niagara Mohawk Avoided cost, production
corp. Power Co. cost models.

9/86 E7- NC NC Industrial Duke Power Co. Incentive fuel adjustment

Sub 408 Energy Committee clause.

12/86 9437/ KY Attorney General Big Rivers Elect. Power system reliability

613 of Kentucky corp. analysis, rate treatment of

excess capacity.

5/87 86-524- wv West virginia Energy Monongahela Power Economics and rate treatment

E-SC Users' Group of Bath County pumped storage
County Pumped Storage Plant.
6/87 U-17282 LA Louisiana Gulf states Prudence of River Bend
Public Service utilities NucTlear Plant.
Commission staff
6/87 PUC-87- MN Eveleth Mines Minnesota Power/ Sale of generating
013-RD & USX Corp. Northern States unit and reliability
E002/E-015 Power requirements.
-PA-86-722
7/87 Docket KY Attorney General Big Rivers Elec. Financial workout plan for
9885 of Kentucky corp. Big Rivers.

8/87 3673-uU GA Georgia Public Georgia Power Co. Nuclear plant prudence audit,
Service Commission vogtle buyback expenses.
staff

10/87 R-850220 PA WPP Industrial west Penn Power Need for power and economics,
Intervenors County Pumped Storage Plant

10/87 870220-EI FL occidental chemical Fla. Power Corp. Cost allocation methods and

interruptible rate design.

10/87 870220-EI FL occidental chemical Fla. Power Corp. Nuclear plant performance.

1/88 cCase No. KY Kentucky Industrial Louisville Gas & Review of the current status

9934 utility Consumers Electric Co. of Trimble County uUnit 1.

3/88 870189-EI FL occidental chemical Fla. Power Corp. Methodology for evaluating
corp. interruptible Toad.

5/88 Case No. KY National Southwire Big Rivers Elec. Debt restructuring

10217 Aluminum Co., corp. agreement.
ALCAN Alum Co.
7/88 Case No. LA Louisiana Public Gulf sStates Prudence of River Bend
325224 Div. I Service Commission utilities NucTlear Plant.
19th staff
Judicial
District
10/88 3780-u GA Georgia Public Atlanta Gas Light Weather normalization gas

Service Commission
Staff

Co.

sales and revenues.

RFI CONSULTING, INC.
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10/88 3799-u GA Georgia Public United Cities Gas Weather normalization of
gas Service Commission  Co. sales and revenues.

staff

12/88 88-171- OH Ohio Industrial Toledo Edison Co., Power system reliability
EL-AIR Energy cConsumers Cleveland Electric reserve margin.
88-170- OH ITTuminating Co.
EL-AIR

1/89 1-880052 PA Philadelphia Area Philadelphia NucTlear plant outage,

Industrial Energy Electric Co. replacement fuel cost

Users' Group recovery.

2/89 10300 KY Green River Steel K Kentucky util. Contract termination clause
and interruptible rates.
3/89 P-870216 PA Armco Advanced west Penn Power Reserve margin, avoided
283/284/286 Materials Corp., costs.

Allegheny Ludlum Corp.

5/89 3741-u GA Georgia Public Georgia Power Co. Prudence of fuel procurement.

Service Ccommission

staff

8/89 3840-u GA Georgia Public Georgia Power Co. Need and economics coal &

Service Ccommission nuclear capacity, power system

staff planning.

10/89 2087 NM Attorney General of Public Service Co. Power system planning,

New Mexico of New Mexico economic and reliability
analysis, nuclear planning,
prudence.

10/89 89-128-U AR Arkansas Electric Arkansas Power Economic impact of asset

Energy cConsumers Light Co. transfer and stipulation and
settlement agreement.

11/89 R-891364PA Philadelphia Area Philadelphia Sale/leaseback nuclear plant,

Industrial Energy Electric Co. excess capacity, phase-in

Users' Group delay imprudence.

1/90 U-17282 LA Louisiana Public Gulf states sale/leaseback nuclear power

Service Ccommission utilities plant.

staff
4/90 89-1001-o0H Industrial Energy ohio Edison Co. Power supply reliability,
EL-AIR consumers excess capacity adjustment.
4/90 N/A N.O. New Orleans New Orleans Public Municipalization of investor-
Business Counsel Service Co. owned utility, generation
planning & reliability
7/90 3723-U GA Georgia Public Atlanta Gas Light Weather normalization
Service Commission  Co. adjustment rider.
staff
9/90 8278 MD Maryland Industrial Baltimore Gas & Revenue requirements gas &
Group Electric Co. electric, CWIP in rate base.
9/90 90-158 KY Kentucky Industrial Louisville Gas & Power system planning
study. utility Consumers Electric Co.
12/90 U-9346 MI Association of Consumers Power DSM Policy Issues.

RFI CONSULTING, INC.
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Date Case Jurisdict. Party Utility Subject
Businesses Advocating
Tariff Equity (ABATE)
5/91 3979-u GA Georgia Public Georgia Power Co. DSM, load forecasting
Service Commission and IRP.
Staff
7/91 9945 TX office of Public E1 Paso Electric Power system planning,
utility Counsel co. quantification of damages of
imprudence, environmental
cost of electricity
8/91 4007-u GA Georgia Public Georgia Power Co. Integrated resource planning,
Service Commission regulatory risk assessment.
Staff
11/91 10200 TX office of Public Texas-New Mexico Imprudence disallowance.
utility Counsel Power Co.
12/91 U-17282 LA Louisiana Public Gulf sStates Year-end sales and customer
Service Commission Utilities adjustment, jurisdictional
Staff allocation.
1/92 89-783- WVA west virginia Monongahela Power Avoided cost, reserve margin,
E-C Energy Users Group Co. power plant economics.
3/92 91-370 KY Newport Steel Co. Union Light, Heat 1Interruptible rates, design,
& Power Co. cost allocation.
5/92 91890 FL occidental chemical Fla. Power Corp. Incentive regulation,
corp. jurisdictional separation,
interruptible rate design.
6/92 4131-u GA Georgia Textile Georgia Power Co. Integrated resource planning,
Manufacturers Assn. DSM.
9/92 920324 FL Florida Industrial Tampa Electric Co. Cost allocation, interruptible
Power Users Group rates decoupling and DSM.
10/92 4132-u GA Georgia Textile Georgia Power Co. Residential conservation
Manufacturers Assn. program certification.
10/92 11000 X office of Public Houston Lighting Certification of utility
utility Counsel and Power Co. cogeneration project.
11/92 U-19904 LA Louisiana Public Entergy/Gulf Production cost savings
Service Commission States Utilities from merger.
Staff (Direct)
11/92 8469 MD westvaco Corp. Potomac Edison Co. Cost allocation, revenue
distribution.
11/92 920606 FL Florida Industrial Statewide Decoupling, demand-side
Power Users Group Rulemaking management, conservation,
Performance incentives.
12/92 R-009 PA Armco Advanced west Penn Power Energy allocation of
22378 Materials production costs.
1/93 8179 MD Eastalco Aluminum/ Potomac Edison Co. Economics of QF vs. combined
westvaco Corp. cycle power plant.
2/93 92-E-0814 NY occidental Chemical Niagara Mohawk Special rates, wheeling.

88-E-081

corp.

Power Corp.

RFI CONSULTING, INC.
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Date Case Jurisdict. Party Utility Subject
3/93 u-19904 LA Louisiana Public Entergy/Gulf Production cost savings from
Service Commission States Utilities merger.
Staff (Surrebuttal)
4/93 EC92 FERC Louisiana Public Gulf states GSU Merger prodcution cost
21000 Service Commission Utilities/Entergy savings
ER92-806-000 staff
6/93 930055-EU FL Florida Industrial Statewide stockholder incentives for
Power Users' Group Rulemaking off-system sales.
9/93 92-490, KY Kentucky Industrial Big Rivers Elec. Prudence of fuel procurement
92-490A, utility Customers corp. decisions.
90-360-C & Attorney General
9/93 4152-u GA Georgia Textile Georgia Power Co. Cost allocation of pollution
Manufacturers Assn. control equipment.
4/94 E-015/ MN Large Power Minn. Power Co. Analysis of revenue req.
GR-94-001 Intervenors and cost allocation issues.
4/94 93-465 KY Kentucky Industrial Kentucky uUtilities Review and critique proposed
Utility Customers environmental surcharge.
4/94  4895-U GA Georgia Textile Georgia Power Co Purchased power agreement
Manufacturers Assn. and fuel adjustment clause.
4/94 E-015/ MN Large Power Minnesota Power Rev. requirements, incentive
GR-94-001 Intervenors Light Co. compensation.
7/94 94-0035- wv wWest Vvirginia Monongahela Power Revenue annualization, ROE
E-42T Energy Users' co. performance bonus, and cost
Group allocation.

8/94 8652 MD westvaco Corp. Potomac Edison Co. Revenue requirements, ROE
performance bonus, and
revenue distribution.

1/95 94-332 KY Kentucky Industrial Louisville Gas Environmental surcharge.

utility Customers & Electric Company

1/95 94-996- OH Industrial Energy ohio Power Company Cost-of-service, rate design,

EL-AIR Users of oOhio demand allocation of power

3/95 E999-CI MN Large Power Minnesota Public Environmental Costs

Intervenor utilities comm. of electricity

4/95 95-060 KY Kentucky Industrial Kentucky uUtilities Six month review of

utility Customers Company CAAA surcharge.

11/95 1-940032 PA The Industrial Statewide - Direct Access vs. Poolco,

Energy Consumers of all utilities market power.
Pennsylvania

11/95 95-455 KY Kentucky Industrial Kentucky uUtilities Clean Air Act Surcharge,

12/95 95-455 KY Kentucky Industrial Louisville Gas Clean Air Act Compliance

utility Customers & Electric Company Surcharge.

6/96 960409-EI FL Florida Industrial Tampa Electric Co. Polk County Power Plant

RFI CONSULTING, INC.
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Date Case Jurisdict. Party Utility Subject
Power Users Group Rate Treatment Issues.
3/97 R-973877 PA PAIEUG. PECO Energy Stranded Costs & Market
Prices.
3/97 970096-EQ FL FIPUG Fla. Power Corp. Buyout of QF Contract
6/97 R-973593 PA PAIEUG PECO Energy Market Prices, Stranded Cost
7/97 R-973594 PA PPLICA PP&L Market Prices, Stranded Cost
8/97 96-360-U AR AEEC Entergy Ark. Inc. Market Prices and Stranded
Costs, Cost Allocation, Rate
Design
10/97 6739-u GA GPSC staff Georgia Power Planning Prudence of Pumped
Storage Power Plant
10/97 R-974008 PA MIEUG Metropolitan Ed. Market Prices, Stranded
R-974009 PICA PENELEC Costs
11/97 R-973981 PA WPII west Penn Power Market Prices, Stranded
costs
11/97 R-974104 PA DII Duquesne Light Co. Market Prices, Stranded
costs
2/98 APSC 97451 AR AEEC Generic Docket Regulated vs. Market Rates,
97452 Rate Unbundling, Timetable
97454 for Competition.
7/98 APSC 87-166 AR AEEC Entergy Ark. Inc. Nuclear decommissioning cost
estimates & rate treatment.
9/98 97-035-01 UT DPS and CCS pPacificCorp Net Power Cost Stipulation,
Production Cost Model Audit
12/98 19270 X OPC HL&P Reliability, Load Forecasting
4/99 19512 TX oPC SPS Fuel Reconciliation
4/99 99-02-05 CT CIEC CL&P Stranded Costs, Market Prices
4/99 99-03-04 CT CIEC (Uhs Stranded Costs, Market Prices
6/99 20290 TX OoPC CP&L Fuel Reconciliation
7/99 99-03-36 CT CIEC CL&P Interim Nuclear Recovery
7/99 98-0453 wv WVEUG AEP & APS Stranded Costs, Market Prices
12/99 21111 TX OoPC EGSI Fuel Reconciliation
2/00 99-035-01 uT ccs pPacificCorp Net Power Costs, Production
Cost Modeling Issues
5/00 99-1658 OH AK Steel CG&E Stranded Costs, Market Prices
6/00 UE-111 OR ICNU Pacificorp Net Power Costs, Production
Cost Modeling Issues
9/00 22355 X OPC Reliant Energy Stranded cost

RFI CONSULTING, INC.
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Date Case Jurisdict. Party Utility Subject
10/00 22350 X oPC TXU Electric Stranded cost
10/00 99-263-U AR Tyson Foods SW Elec. Coop Cost of Service
12/00 99-250-U AR Tyson Foods Ozarks Elec. Coop Cost of Service
01/01 00-099-u AR Tyson Foods SWEPCO Rate Unbundling
02/01 99-255-U AR Tyson Foods Ark. valley Coop Rate Unbundling
03/01 UE-116 OR ICNU pPacificCorp Net Power Costs
6/01 01-035-01 uT DPS and CCS Pacificorp Net Power Costs
7/01 A.01-03-026 CA Roseburg FP Pacificorp Net Power Costs
7/01 23550 TX oPC EGSI Fuel Reconciliation
7/01 23950 TX OPC Reliant Energy Price to beat fuel factor
8/01 24195 TX oPC CP&L Price to beat fuel factor
8/01 24335 TX oPC WTU Price to beat fuel factor
9/01 24449 TX OPC SWEPCO Price to beat fuel factor
10/01 20000-EP wy WIEC Pacificorp Power Cost Adjustment
01-167 Excess Power Costs
2/02 uM-995 OR ICNU pPacificCorp Cost of Hydro Deficit
2/02 00-01-37 uT Cccs Pacificorp Certification of Peaking Plant
4/02 00-035-23 uT Cccs Pacificorp Cost of Plant outage, Excess
Power Cost Stipulation.
4/02 01-084/296 AR AEEC Entergy Arkansas Recovery of Ice Storm Costs
5/02 25802 TX OPC TXU Energy Escalation of Fuel Factor
5/02 25840 TX OPC Reliant Energy Escalation of Fuel Factor
5/02 25873 TX OPC Mutual Energy CPL Escalation of Fuel Factor
5/02 25874 TX OPC Mutual Energy WTU Escalation of Fuel Factor
5/02 25885 TX OPC First Choice Escalation of Fuel Factor
7/02 UE-139 OR ICNU Portland General Power Cost Modeling
8/02 UE-137 oP ICNU Portland General Power Cost Adjustment Clause
10/02 RPU-02-03 IA Maytag, et al Interstate P&L Hourly Cost of Service Model
11/02 20000-Er wy WIEC Pacificorp Net Power Costs,
02-184 Deferred Excess Power Cost
12/02 26933 X OPC Reliant Energy Escalation of Fuel Factor
12/02 26195 TX OoPC Centerpoint Energy Fuel Reconciliation
1/03 27167 TX OPC First Choice Escalation of Fuel Factor
1/03 UE-134 OR ICNU pPacificCorp west valley CT Lease payment

RFI CONSULTING, INC.
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Subject

1/03 27167
1/03 26186
2/03 UE-02417
2/03 27320
2/03 27281
2/03 27376
2/03 27377
3/03 27390
4/03 27511
4/03 27035

05/03 03-028-u
7/03 UE-149
8/03 28191

11/03 20000-ER
-03-198

2/04 03-035-29

6/04 29526

6/04 UE-161
7/04 UE-032065

7/04 um-1050

10/04 15392-u
15392-u

12/04 04-035-42

X

X

WA

X

X

X

X

X

X

X

AR

OR

X

wy

uT

X

OR

WA

OR

GA

uT

OPC
OPC

ICNU

OPC
OPC
OPC
OPC
OPC
OPC
OPC
AEEC
ICNU
OPC

WIEC

Cccs

OPC

ICNU

ICNU

ICNU

Ccalpine

Cccs

First Choice
SPS

pPacificCorp

Reliant Energy
TXU Energy

CPL Retail Energy
WTU Retail Energy
First Choice
First Choice

AEP Texas Central

Entergy Ark., Inc.

Portland General
TXU Energy

pPacificCorp

pPacificCorp

Centerpoint

Portland General

pPacificCorp

pPacificCorp

Georgia Power/
SEPCO

pPacificorp

Escalation of Fuel Factor
Fuel Reconciliation

Rate Plan Stipulation,
Deferred Power Costs

Escalation of Fuel Factor
Escalation of Fuel Factor
Escalation of Fuel Factor
Escalation of Fuel Factor
Escalation of Fuel Factor
Escalation of Fuel Factor
Fuel Reconciliation

Power Sales Transaction
Power Cost Modeling
Escalation of Fuel Factor
Net Power Costs
Certification of CCCT Power
Plant, RFP and Bid Evaluation

Stranded cost true-up.

Power Cost Modeling

Power Cost modeling,
Jurisdictional Allocation

Jurisdictional Allocation

Fair Market value of Combined
Cycle Power Plant

Net power costs

RFI CONSULTING, INC.
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December 29, 2004

TO: Melinda Davison
ICNU
FROM: Patrick Hager

Manager, Regulatory Affairs

PORTLAND GENERAL ELECTRIC
UE-165
PGE Response to ICNU Data Request 1.14
Dated December 10, 2004
Question 014
Request:

Questions Related to the testimony of Pamela Lesh:

Does PGE track its market purchases to determine whether it systematically purchases power
in the market at prices lower than or higher than the various published indices? If so,
provide.

Response:
PGE objects to this request, as it is unclear to what part of the Pamela Lesh testimony, (PGE Exhibit

100), the question refers. Nevertheless, without waving objection, PGE responds as follows:

PGE has not performed any studies to determine whether we systematically purchase power at
prices above or below any published index.

GARATECASE\OPUC\DOCKETSIUE-165_hydroTarif\DR-INUCNU\DR-014.doc
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December 29, 2004

TO: Melinda Davison
ICNU
FROM: Patrick Hager

Manager, Regulatory Affairs

PORTLAND GENERAL ELECTRIC
UE-165
PGE Response to ICNU Data Request 1.20
Dated December 10, 2004
Question 020
Request:

Questions Related to the testimony of Dr. Makholm:

Can Dr. Makholm quantify or at least approximate the ROE impact of PGE’s higher risk and
the annual dollar cost associated with it?

Response:

PGE proposes the HGA because it deals directly with PGE’s hydro-related risk. While it is possible
in theory to make this analysis to assess a particular element of company-specific risk, the difficulty
of doing so reliably and objectively is an underlying factor that leads most regulatory commissions
to employ proxy groups to gauge the cost of capital for a particular utility. In any event, Dr.
Malkholm has not performed the requested analysis.

GARATECASEYXOPUCI\DOCKETSYUE-165_hydroTarif\DR-INVCNINDR-020.doc
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TO: Melinda Davison
ICNU
FROM: Patrick Hager

Manager, Regulatory Affairs

PORTLAND GENERAL ELECTRIC
UE-165
PGE Response to ICNU Data Request 1.16
Dated December 10, 2004
Question 016
Request:

Questions Related to the testimony of Jim Lobdell:

Describe in as much detail as possible, and be as specific as possible in defining what would
represent to PGE a hydro hedge that would sufficiently protect the stability of the Company’s
earnings to eliminate the need for the proposed HGA.

Response:

We would require a hedge with two primary characteristics:

1) Its payoff structure would have to be reasonably correlated with the combined output of our
company-owned facilities on the Clackamas and Deschutes Rivers and our contractual
shares of facilities on the middle stretch of the Columbia River. If based on precipitation
and/or stream flows, it would require measurements at many locations, particularly in the
case of precipitation.

2) The payoff structure would have to cover the full value of fluctuations in PGE’s hydro
production (i.e., full market price times hydro variance quantity), rather than the delta in
actual market price from expected market price times hydro variance quantity. For
example, if hydro production was 100 MWh less than expected, and the market electric
price was $50/MWh, rather than a previously expected price of $45/MWh, then the payoff
structure would have to cover the full $5,000 (100 MWh x $50/MWh) replacement power
cost, rather than only $500 (100 MWh x ($50/MWh - $45/MWh).

See PGE’s Response to ICNU Data Request No. 015 for a discussion of why it is not possible to

meet the second characteristic.
GARATE CASE\OPUCIDOCKETSIUE-165_hydro Tarif\DR-INYCNUDR-016.doc
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TO: Melinda Davison
ICNU
FROM: Patrick Hager

Manager, Regulatory Affairs

PORTLAND GENERAL ELECTRIC
UE-165
PGE Response to ICNU Data Request 1.15
Dated December 10, 2004
Question 015
Request:

Questions Related to the testimony of Jim Lobdell:

Provide any more detailed or specific documentation PGE has developed concerning the
details of the hydro hedge the Company sought.

Response:

PGE sought to cover the risk associated with the value of fluctuations in hydro production from
company-owned facilities located on the Clackamas and Deschutes Rivers, and contracts based on
the output of facilities located on the middle portion of the Columbia River. See PGE’s Response
to ICNU Data Request No. 016 for more details on the nature of the risk PGE sought to hedge. We
discussed possible products with four types of potential counterparties.

1) We investigated products available on the Intercontinental Exchange (ICE), an internet
platform offering a variety of products. However, ICE does not offer any products based
on hydro exposure. Instead, ICE offers products that could possibly hedge only a small
portion of our risk, based simply on price.

11) We had discussions with brokers' that offer weather and non-standard derivatives.
These brokers offer precipitation and temperature-based products. However, they do not
offer anything tailored to our specific need, a product related to hydro production on the
Clackamas, Deschutes, and mid-Columbia, or at least based on water flows on these
rivers. [t might be possible to find a product based simply on run-off at The Dalles, but

i - . . . . .
We removed the names of specific potential counterparties, so that we could offer this response on a non-confidential
basts.
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that could differ from production at the mid-Columbia facilities, and it would almost
certainly differ from production on the Clackamas and Deschutes Rivers. In addition,
the relationship between precipitation and stream flows is itself very complex. Finally,
the relevant precipitation measurements might have to be taken at numerous sub-basin
locations, making for complicated pay-off calculations and hence lack of commercial

appeal.

We talked with bankers. However, they are generally unwilling to offer products based
on the flows relevant to PGE, as they are unable to effectively hedge that risk. They
might be willing to enter into agreements based on flow at The Dalles as a secondary
consideration to market price.

We discussed possible products with one possible counterparty who is willing to
consider a more customized product, based on some combination of stream flows, snow
pack, and precipitation. However, as is the case with all of the possible counterparties
we spoke with, this counterparty would only cover part of the risk we are exposed to.
The product, like those considered by the bankers and other possible counterparties,
would essentially have two triggers, one based on weather or stream flows, and another
based on the difference between the actual market electric price and some expectation of
this price at the time the agreement was made. Hence, if some proxy indicated one
million MWh lower hydro output, and market electric prices were $50, compared to an
expectation of $45, the pay-off would be the one million MWh decrease in output,
multiplied by the $5 increase in market price over expectations, or $5 million. However,
the increased cost to PGE, to purchase one million MWh to replace the deficient hydro
generation, would be $50 million.

GARATECASEAOPUC\DOCKETSWE-165_hydroTarifADR-INUCNINDR-015.doc



Davison Van Cleve pc

Attorneys at Law

TEL (503) 241-7242 e FAX (503)241-8160 e mail@dvclaw.com
Suite 400
333 S.W. Taylor
Portland, OR 97204

February 14, 2005
Via Electronic and U.S. Mail

Public Utility Commission
Attn: Filing Center

550 Capitol St. NE #215
P.O. Box 2148

Salem OR 97308-2148

Re:  In the Matter of PORTLAND GENERAL ELECTRIC Application for a Hydro
Generation Power Cost Adjustment Mechanism
Docket No. UE 165

Dear Filing Center:
Enclosed please find an original and six (6) copies of the Direct Testimony of
Randall J. Falkenberg on behalf of the Industrial Customers of Northwest Utilities in the

above-captioned Docket.

Please return a file-stamped copy of this document in the self-addressed, stamped
envelope provided. Thank you for your assistance.

Sincerely,

/s/ Christian Griffen
Christian W. Griffen

Enclosures
cc: Service List



CERTIFICATE OF SERVICE

I HEREBY CERTIFY that I have this day served the foregoing Direct Testimony

of Randall J. Falkenberg on behalf of the Industrial Customers of Northwest Utilities upon the

parties listed below by causing the same to be mailed, postage-prepaid, through the U.S. Mail.

Dated at Portland, Oregon, this 14th day of February, 2005.

/s/ Christian Griffen

Christian W. Griffen

J JEFFREY DUDLEY

PORTLAND GENERAL ELECTRIC
121 SW SALMON ST 1WTC1300
PORTLAND OR 97204
jay.dudley@pgn.com

JASON EISDORFER

CITIZENS' UTILITY BOARD OF OREGON
610 SW BROADWAY STE 308
PORTLAND OR 97205
jason@oregoncub.org

PATRICK G HAGER

PORTLAND GENERAL ELECTRIC
121 SW SALMON ST 1WTC0702
PORTLAND OR 97204
patrick.hager@pgn.com

MAURY GALBRAITH

PUBLIC UTILITY COMMISSION
PO BOX 2148

SALEM OR 97308-2148
maury.galbraith@state.or.us

BOB JENKS

CITIZENS' UTILITY BOARD OF OREGON
610 SW BROADWAY STE 308
PORTLAND OR 97205
bob@oregoncub.org

DAVID HATTON

DEPARTMENT OF JUSTICE

REGULATED UTILITY & BUSINESS SECTION
1162 COURT ST NE

SALEM OR 97301-4096
david.hatton@state.or.us
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